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CHAIRMAN'’S REPORT

| am pleased to present this report as your new Board Chairman following my
appointment during the year.

Firstly, | wish to thank Michael Somen for his stewardship of the company as
Chairman for |4 years and his continued service on the Board. During the year
we welcomed Edward Njoroge and Ajit Jatania to the Board as non-executive
Directors and we are grateful for their contribution and guidance to the business.

Mr Isaac Mariera who had joined us last year as Managing Director resigned on
19th Apri! 2007. ) N Kitao was appointed Managing Director on 15th July 2007.
Mr Simon Gachomo who has served as Head of Finance since July 2006 was
appointed to the Board on |6th November 2006.

The Kenyan economy has undergone a dramatic transformation and is set for
strong and sustainable growth in 2007.The robust performance is driven mainly
by a steady growth in key sectors like tourism, communication and construction.
The motor vehicle industry increased marginally from 9,532 units to 10,051
despite the dumping of used vehicles and an unfavourable flat excise duty
scenario. The growth in unit sales is attributed mainly to improved economic
environment and a strong demand for commercial vehicles. As stated in the last
year’s report, your company did respond to this development by focusing on the
commercial vehicle category

Tata commercial vehicle sales increased by 7%. This is expected to record
further success in the coming year as demand for commercial vehicles increase.
In addition, the supply of the vehicles has improved significantly after Tata Africa
Holdings (Kenya) Limited commenced distribution of the vehicles in Kenya.
Significant increase was noted in the Tata bus category that increased by 171%
against the industry’'s 24%. Similar success was recorded in the Heavy
Commercial vehicle segment where the Tata truck sales improved by 62%
compared to the industry’s 57%. In the coming year, we expect this success to
be further enhanced and we have allocated significant resources to achieve this.

KIA division sales have declined by 6% despite strong demand as a result of
supply chain problems with the Korean factory that has had to contend with
heavy demand from the North American and the Asian markets. Despite the
establishment of a regional office to coordinate supply to the African market,
our orders remained pending for extended periods of time.We have expressed

our concerns to the regional office and have been informed that 2007 will be a
much better year. Indeed, we have placed significant orders and we believe that
this situation is finally coming te an end.

Peugeot sales have declined by 12% which is consistent with industry trend in
the passenger segment as a result of reduced government orders following the
Ministry of Finance directive to government departments regarding the
purchase of vehicles. The company has addressed this by launching new models
like the recently launched Peugeot 207 model which is less institutional
dependent. We have also aggressively marketed the Peugeot 407 mode! with
reasonable success.

During the year, we successfully carried out a staff rationalisation and
reorganisation of our business. The purpose of the exercise was to create a
leaner and more efficient operation and cut on our operating costs. Going
forward, we expect to consolidate our savings to reduce our finance costs and
create value to you the shareholders. The rationalisation costs of Kshs 51 Million
have been disclosed in the financial statements.

Despite the trading conditions noted above, | am pleased to report that your
company posted a profit for the year of Kshs 42 Million. We believe that our
profit generation is sustainable and consequently, your board is recommending
a first and final dividend of Kshs | per ordinary share. Preference shareholders
will, consistent with prior years receive their dividends amounting to a total of
Kshs 35,000.

Looking ahead, we expect to have a better year ahead and are confident that we
have the correct resources and the desired cost structure to run the business
operations profitably.

Finally, | would like to express my gratitude to the shareholders, employees,
stakeholders, directors, principals and customers for their wonderful support in
what has been yet another challenging but successful year for Marshalls.

Ngugi Kiuna
Chairman
2 July 2007
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CORPORATE GOVERNANCE

INTRODUCTION .

Marshalls (East Africa) Limited is committed to the highest standards of
governance and has established a number of management and social
responsibility principles in addition to the standards of Corporate
Governance introduced by Capital Market Authority. The Board of Directors
is responsible for the long-term growth and profitability of the company.

THE BOARD OF DIRECTORS

The Board comprises of 9 Directors of whom 3 are executive. The
Managing director’s performance is measured continuously. Any impending
resignation of Directors and the underlying circumstances are disclosed in
the annual report.

The non- executive directors are considered to be independent of
management influence and do not engage in any business or interest that
could impair their participation in the management of the company.

All Directors are required to submit themselves for re-election every

three years.

The Directors are given appropriate and timely information so that they can
maintain full and effective control over all strategic, financial, operational and
compliance issues. The Board meets at least 4 times a year with additional
meetings held as and when the need arises.

Whilst the day to day running of the business of the company is delegated to
the Managing Director, the Board is responsible for establishing and
maintaining the Company's system of internal controls so that its objectives
of growth in profitability and shareholder value maximisation are realized.

All Directors receive formal information on their role, duties, responsibilities and

obligations as well as board practices and procedures on first appointment.

Subsequently, they are kept informed of corporate governance, changing

corporate environment, business, commercial risks and other matters that are of

interest in the execution of their role.

3.

BOARD MEETING

The Board of Directors meet at least once every quarter to monitor the
company’s financial performance, planned strategy and review performance.
Specific reviews are also undertaken of management performance,
operational issues and future planning as and when needed.

BOARD COMMITTEES
There are two main committees chaired by Non Executives directors that
meet regularly under the terms of reference set out by the Board.

a) Audit Committee
The aidit committee is chaired by Mr.J. Muiruri a Non Executive director.
With attendance by invitation of the Managing Director and other key
personnel, the committee reviews the effectiveness of internal controls
and discusses audit reports.

b) Remuneration Committee
This committee is chaired by Mr. G. Nyuguto also a non Executive
Director. It meets regularly to receive staff reports from management and
is appraised on staff performance against targets whilst ensuring
compliance and to issue guidelines where necessary.

The Board appoints other committees as and when required.
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

for the year ended 31 March 2007

The Companies Act requires the directors to
prepare financial statements for each financial year
that give a true and fair view of the state of affairs
of the company as at the end of the financial year
and of its profit or loss. It also requires the
directors to ensure that the company keeps proper
accounting records that disclose, with reasonable
accuracy, the financial position of the company.
They are also responsible for safeguarding the

assets of the company.

The directors accept responsibility for the annual

financial statements, which have been prepared
using appropriate accounting policies supported
by reasonable estimates, in conformity with
International Financial Reporting Standards and

the requirements of the Companies Act.

The directors are of the opinion that the
financial statements give a true and fair view of
the state of the financial affairs of the company
and of its profit or loss in accordance with
Internationa! Financial Reporting Standards.
The directors further accept responsibiiity for
the maintenance of accounting records that
may be relied upon in the preparation of
financial statements, as well as designing,
implementing and maintaining internal control
relevant to the preparation and fair

presentation of financial statements that are

free from material misstatement.

Nothing has come to the attention of the
directors to indicate that the company will not
remain a going concern for at least twelve

months from the date of this statement.

N Kiuna S Gachomo
Director

2 July 2007

Director
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CMA- 1t
oA
BALANCE SHEET _ i v
for the year ended 31 March 2007 -
~\ [ 4
Year ended 31 March >
Notes 2007 2006 ®
Shs’000 Shs'000 w
CAPITAL EMPLOYED [
Share capital 12 71,966 71,966 z
Revaluation surplus 13 251,102 152,713 w
Retained earnings 125,521 94,089
Dividend propased I 14,393 14,393 >
Shareholders’ funds 462,982 333,16l _t
>
Non-current liabilities =
Preference shares |4 500 500 o«
Borrowings I5 106,698 142,205 a
Deferred income tax 16 84,970 -
192,168 142,705 <
REPRESENTED BY
Non-current assets 655,150 475,866 W
Property and equipment 17 319,169 227,462 «
Prepaid operating lease rentals 18 1,944 1,993
Investment in associate 19 197,574 107,209 <
. 518,687 336,664 W
Current assets 2
Inventories 20 428,066 500,677
Receivables and prepayments 21 308,692 243,778 =
Current income tax 137 123
Cash and cash equivalents 2 L473) 3229 h
737,368 747,807
Current liabilities
Payables and accrued expenses 23 250,117 280,420
Dividends payable 11,768 209
Borrowings 15 339,020 327,976
600,905 608,605
Net current assets 136,463 139,202

The financial statements on pages 10 to 28 were approved for issue by the board of directors 2 July 2007 and signed on its behalf by:

N Kiuna S Gachomo
Director Director
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CASH FLOW STATEMENT
for the year ended 31 March 2007

Operating activities

Cash generated from/{used in) operations
Interest received

Interest paid

Income tax paid

Net cash generated from/(used in) operating activities

Investing activities

Purchase of property and equipment

Proceeds from disposal of property and equipment
Dividends received from associate

Dividends on ordinary shares

Net cash from investing activities

Financing activities

Proceeds from borrowings

Payments on borrowings

Payment of dividend on preference shares

Net cash used in financing activities

Decrease in cash and cash equivalents
Movement in cash and cash equivalents
At start of year

Decrease

At end of year

vV

Year ended 31 March
Notes 2007 2006
Shs'000 Shs’000
25 65,224 (34,574)
9 191 259
9 (42,693) {65,079)
(14) (79)
22,708 (99,473)
17 {5.808) {9,709)
7,676 21,851
19 - 15,000
(2,836) -
(968) 27,142
2,682 -
(33,329) {(32,443)
(33) (29)
{(30,680) (32,472)
(8,940) (104,803)
{295,732) (190,929)
(8,940) (104,803)
22 (304,672) (295,732)
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NOTES TO THE FINANCIAL STATEMENTS continued
for the year ended 31 March 2007

2

Summary of significant accounting policies Continved

receivables, the company does not recognise further losses, unless it has
incurred obligations or made payments on behalf of the assaciate.

Unrealised gains on transactions between the company and its associates are
eliminated to the extent of the company’s interest in the associates.
Unrealised losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred.

(c) Segment reporting

A business segment is a group of assets and operations engaged in providing
products or services that are subject to risks and returns that are different
from those of other business segments. A geographical segment is engaged
in providing products or services within a particular economic environment
that are subject to risks and returns different from those of segments
operating in other economic environments.

The company operates in one geographical segment and has one primary
business segment, the sale of motor vehicles supported by after sales
workshop services. _

(d) Revenue recognition
Sales of goods are recognised in the period in which the risks and rewards
are transferred to the customer, the customer has accepted the products

and collectability of the related receivables is reasonably assured.

Sales of services are recognised in the period in which the services rendered
are completed.

Revenue represents the fair value of the consideration receivable for sales of goods
and services, and is stated net of value-added tax (VAT), rebates and discounts.

Interest income is recognised on a time proportion basis using the effective
interest method, Dividends are recognised as income in the period in which
the right to receive payment is established.

(e) Translation of foreign currencies

Transactions in foreign currencies during the year are converted into the
functional currency, Kenya Shillings, using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at year-end
exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the profit and loss account,

(f) Property and equipment

All categories of property and equipment are initially recorded at cost.
Buildings and freehold land are subsequently shown at market value, based
on valuations by external independent valuers, less subsequent depreciation
for buildings. All other property and equipment is stated at historical cost
less depreciation.

Subsequent costs are included in the asset’s carrying amount or recognised
as a separate asset, as appropriate, only when it is probable that future
economic benefits associated with the item will flow to the company and the
cost of the item can be measured reliably. All other repairs and maintenance
are charged to the profit and loss account during the financial period in
which they are incurred.

Increases in the carrying amount arising on revaluation are credited to a
revaluation surplus reserve in equity. Decreases that offset previous
increases of the same asset are charged against the revaluation surplus; all
other decreases are charged to thie profit and loss account. Each year the
difference between the depreciation based on the revalued carrying amount
of the asset (the depreciation charged to the profit and loss account) and
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Summary of significant accounting policies Continved

company pays fixed contributions into a separate entity. The company has no
legal or constructive obligations to pay further contributions if the fund does
not hold sufficient assets to pay all employees the benefits relating to
employee service in the current and prior periods.

The assets of the scheme are held in a separate trustee administered fund,
which is funded by contributions from both the company and employees.The
company and all its employees also contribute to the National Sociai
Security Fund, which is a defined contribution scheme.

The company’s contributions to the defined contribution schemes are
charged to the profit and loss account in the year to which they relate.

(ii) Other entitlements

The estimated monetary liability for employees’ accrued annual leave
entitlement at the balance sheet date is recognised as an expense accrual.

(k) Restructuring provisions

Restructuring provisions mainly comprise employee termination payments
and are recognised in the period in which the Company becomes legally or
constructively committed to payment. Employee termination benefits are
recognised only after either an agreement is in place with the appropriate
employee representatives specifying the terms of redundancy or numbers of
employees affected, or after individual employees have been advised of the
specific terms. Costs related to the ongoing activities of the company are not
provided in advance

{} Income tax

Income tax expense is the aggregate of the charge to the profit and loss

NOTES TO THE FINANCIAL STATEMENTS continued
for the year ended 3! March 2007

account in respect of current income tax and deferred income tax

Current income tax is the amount of income tax payable on the taxable
profit for the year determined in accordance with the Kenyan Income
Tax Act.

Deferred income tax is provided in full, using the liability method, on all
temporary differences arising between the tax bases of assets and liabilities
and their carrying values for financial reporting purposes. Deferred income
tax is determined using tax rates enacted or substantively enacted at the
balance sheet date and are expected to apply when the related deferred
income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is
probable that future taxable profits will be available against which the
temporary differences can be utilised.

{m) Borrowings

Borrowings are recognised initially at fair value, net of transaction costs
incurred. Borrowings are subsequently stated at amortised cost using the
effective interest method; any differences between proceeds (net of
transaction costs) and the redemption value is recognised in the profit and
loss account over the period of the borrowings.

Borrowings are classified as current liabilities unless the company has an
unconditional right to defer settlement of the liability for at least 12 months
after the balance sheet date.

(n) Preference shares

Cumulative preference shares are classified as liabilities.
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NOTES TO THE FINANCIAL STATEMENTS continued
for the year ended 31 March 2007

Operating profit

The following items have been charged/(credited) in arriving at operating profit:

Depreciation of property and equipment (Note 17)
Repairs and maintenance expenditure on property and equipment
Profit on disposal of property and equipment
Operating lease rentals:

- leasehold land (Note 18)

- buildings

Receivables — provision for impairment losses
Inventories expensed

Write back of inventories

Employee benefits expense (Note 8}

Auditors’ remuneration

Employee benefits expense

The following items are included within employee benefits expense:

Retirement benefits costs:
- Defined contribution scheme
- National Social Security Fund

Finance income/(costs)

Interest income

Interest expense on bank borrowings
Net foreign exchange gain

Dividends on preference shares

[CHA.

. v

2007 2006
Shs’000 Shs’000
14,430 21,119
4,096 4,786
2.017) (6,679)
49 49
38,831 36,226
2,302 10,399
877,179 896,526
(46,000) (12,7\7)
149,914 138,948
2,310 2,150
2007 2006
Shs’'000 Shs'000
5.920 7,395
665 788

191 259
(42,693) (65.079)
1,808 31,313
(35) (35)
(30,729) (33,542)

b
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NOTES TO THE FINANCIAL STATEMENTS continued

for the year ended 31 March 2007 M
a
12 Share capital o
Number of shares Ordinary shares w
Shs’000 -
Balance at | April 2005, | April 2006 and 31 March 2007 14,393,106 71,966
r4
The total authorised number of ordinary shares is 15,000,000 with a par value of Shs 5 per share. All issued shares are fully paid. w
I3 Revaluation surplus 2
w
The revaluation surplus represents the surplus on the revaluation of buildings and freehold land net of deferred income tax and is non-distributable. >
|4 Preference shares - 7% cumulative preference shares M
Number of shares Share capital
Shs’000 a
Balance at | April 2005, | April 2006 and 3| March 2007 25,000 500
<
The total authorised number of preference shares is 50,000 with a par value of Shs 20 each.All issued shares are fully paid.
W
I5 Borrowings 2007 2006 .4
Shs’000 Shs’000 g
Borrowings are made up as follows:
Non - current w
Bank loan 106,698 142,205 3
Current P
Bank overdraft 79,474 186,084
Post import finance-short-term borrowing 225,671 112,877 21
Bank loan 33,875 29,015
339,020 327,976
Total borrowings 445,718 470,181
Maturity profile of non-current borrowings
Between | and 2 years 69,797 32,695
Between 2 and 5 years 36,301 109,510

Qver 5 years
106,698 142,205
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CMA-" T ian u
NOTES TO THE FINANCIAL STATEMENTS continued @
for the year ended 31 March 2007 M
&
17 Property and equipment &
w
Year ended 31 March 2006 -
r4
Buildings Buildings on Machinery, w
& freehold leasehold Motor furniture &
land land vehicles equipment Total z
Shs’000 Shs’000 Shs’000 Shs’000 Shs’000
Cost or valuation u
At start of year 48,098 186,900 69,005 191,843 495,846 >
Additions - - 7,620 2,089 9,709 -
Disposals ; (14,500) (6,897) (195) (21,592) =
At end of year 48,098 172,400 69,728 193,737 483,963 a
Depreciation
At start of year 2,304 17,229 48,680 173,597 241,810 <
Charge for the year 576 3,964 6,496 10,083 20,119 "
Disposals - (1.221) (5.012) (195) (6,428)
At end of year 2,880 19,972 50,164 183,485 256,501 «
Net book amount 45,218 152,428 19,564 10,252 227 462 <
Year ended 31 March 2007
Cost or valuation u
At start of year 48,098 172,400 69,728 193,737 483,963 3
Revaluation 7.0 76,027 - - 83,138 I
Additions - 1,587 1,252 2,969 5,808 -
Disposals - - (21,387) (304) (21,691) 23
At end of year 55,209 250,014 49,593 196,402 551,218
Depreciation
At start of year 2,880 19,972 50,164 183,485 256,501
Charge for the year 661 4,554 3,824 5,391 14,430
Write back on revaluation (2,880) (19,970) - - (22,850)
Disposals - - (15,941) el (16,032)
At end of year 661 4,556 38,047 188,785 232,049

Net book amount 54,548 245458 11,546 7.617 319,169
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NOTES TO THE FINANCIAL STATEMENTS continved @
for the year ended 31 March 2007 o
o
19 Investment in associate 2007 2006 &
Shs 000 Shs 000 w
At start of year 107,209 101,362 -
Share of profit before income tax 9,490 20,847 z
Share of income tax 80,875 - w
90,365 20,847 >
Dividends received - (15,000)
w
At end of year 197,574 107,209 >
Investment at cost 59,947 59,947 -
The share of results of the associate is based on the audited financial statements of Associated Vehicle Assemblers Limited for the year ended 30 September 2006 Q
and management accounts for the six months ended 31 March 2007.
«
The company has invested in 270,000 ordinary shares of Associated Vehicle Assemblers Limited representing 50% shareholding.Associated Vehicle Assemblers Limited
is incorporated in Kenya as a private limited lability company and its principal activity is assembling of motor vehicles. There were no changes in the interests held w
in the associate during the year. «
20 Inventories 2007 2006 <
Shs 000 Shs 000
Vehicles 296,576 403,116 w
Spare parts and consumables 131,490 97,561 W
428,066 500,677 sz
The company has reversed Shs 4émillion {2006: Shs 13 million) of impairment provisions for spare parts, during the year, following a reassessment of the saleability 25
of the spares supported by a programme to dispose them of.
21 Receivables and prepayments
2007 2006
Shs 000 Shs 000
Trade receivables 195,115 242,040
Less: Provision for impairment losses (21,109) (18,776)
174,006 223,264
Amounts due from related companies (Note 27) 63,914 4,712
Other receivables and prepayments 70,771 15,802

308,691 243,778
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NOTES TO THE FINANCIAL STATEMENTS continved @
for the year ended 3| March 2007 »
,\ o
25 Cash generated(used in)/from operations o
w
Reconciliation of profit before income tax to cash generated/(used in) from operations: -
2007 2006
Shs'000 Shs’000 z
Profit before income tax 42,321 44,700 w
Adjustments for: r4
Interest income (Note 9) (120 (259) w
Interest expense (Note 9) 42,693 65,079 >
Dividend on preference shares(Note 9) 35 35 -
Depreciation on property and equipment (Note 17) , 14,430 21,119 o«
Amortisation of prepaid operating lease rentals (Note 18) 49 49
Profit on sale of property and equipment (2,017) (6,679) a
Share of results of associate company (Note i9) (9,490) (20,847)
Changes in working capital <
- inventories ‘ 72,611 (61,934)
- receivables and prepayments (64,914) (53,059) w
- payables and accrued expenses (30,303) (22,778) [
<
Cash generated from/ (used in) operations 65,224 (34.574)
w
26 Commitments 3
Capital commitments
2007 2006
Shs’000 Shs’000 27
Property plant and equipment 30,000 -
Operating lease commitments
The future minimum lease payments under non-cancellable operating leases are as follows:
2007 2006
Shs'000 Shs’000
Not later than | year 20,038 40,814
Later than | year and not later than 5 years 80,150 5,012
100,188 45,826




87

o

L]

4 dd3 L N3J N I A

S

6701 | 61717
ULy r16€9
@sL'LLn) (088'v¥1)

b9bZ81 P0'80T

£85'/ €269
€819 €L1'€

0041 008'€

£6r'6l 910'87

0.8 -

- £€87'S

£79'81 EELTT

858 £01°01

7129 66+'TT

000 Sys 000 S4S

900Z L00T

sajuedwod paje|as 03 ang

wauLiredun Joy uoisiaoad isse
SJqEAISIB. SS0UC)
:sajuedwod pajejat wody ang
saour|eq Sujpueising (A
(3a0qe uonesuadwod juswafeuew Aoy ul pspnpul) saUBWNjOWS 1810

40123JIp & se 5921A195 40} bR |

UoIIBIBUNWAL $403D34i¢] (Al

sMjauaq Juswio|dwa-1s0q

S)BUSG UCNBUILLIS]

$1auaq JusWAo|dWS W.S)-1I0YS J5LI0 PUE SILIE[ES
uonesuadwod juswadeuew Aay (i

spoos jo sjeg (n

spood jo aseyoung (1

‘SSLEIPISqNs MO|[3) PUE SILID0SSE BUI 3IM INO PILLIE 348M SUONIESUEL] JUIMOJ|0} 94 |

sdiysao32auip Uowwoed 10 sduipjoyaueys uowwod yEnouly) panwi (B3 3583) S||BYSLE O3 patejad 3uE Jeyd satuedwod JayIo aue 843Y ] 'spuejs| WEJIA ysnrig ui
pajesodaodul ‘paywr sIUsWIsaAU| 1035t s1 dnodgy aya Jo Juaied 3)BWIN S | "BAUSY Ui PaIetodIodul eIl SIUSLIISIAU| S||BYSIEL] JO Aleipisgns € s1 Auedwod ayyl

suonyaesuedy Ayied pajejay 47

£007 Y24el| | £ PapuUa Jeak 3y3 40}
peninie? SLNIWILVLS TVIDONVNIL FHL OL S31ON



